Applying conceptual framework principles to superannuation fund accounting by Gallery, Gerry & Gallery, Natalie
  
 
COVER SHEET 
 
 
 
This is the author-version of article published as: 
Gallery, Gerry and Gallery, Natalie (2004) Applying Conceptual Framework 
Principles to Superannuation Fund Accounting . Abacus 40(1):pp. 117-131. 
Accessed from   http://eprints.qut.edu.au 
 
 
Copyright 2004 Blacwell Publishing  
 
 
 
 
GERRY GALLERY AND NATALIE GALLERY 
Applying Conceptual Framework Principles to 
Superannuation1 Fund Accounting  
 
 
 
The Australian accounting standard AAS 25 Financial Reporting by Superannuation Plans 
was the first pension accounting standard internationally to apply established conceptual 
framework (CF) principles. In Australia those principles have guided standard setting for 
more than a decade. However, AAS 25 has been criticized for failing to provide useful 
financial information. The analysis provided in this paper addresses this paradox. The 
findings reveal major anomalies in AAS 25 associated with the treatment of accrued benefits 
that distort financial position and performance measures. The conceptual flaws in the 
standard are attributed to the misapplication of CF principles and an absence of adequate 
guidance in the CF for non-corporate entities such as superannuation funds. Distorted 
financial information produced by superannuation plans has potential undesirable taxation 
and social outcomes. Consequently, there is an urgent need to update the Australian and 
international conceptual frameworks to provide guidance for revising accounting standards 
that better reflect current fiduciary and ownership relationships in non-corporate entities such 
as superannuation funds.   
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INTRODUCTION 
In his opening remarks to the August 2002 Pacioli Society meeting, Paul Reid (2003, p.124) 
stated:  
If ever there was an area of accounting standards that could be accused (and 
duly convicted!) of condoning outdated, irrelevant reporting, we need look no 
further then AAS 25, Financial Reporting by Superannuation Plans.  
 
Reid’s criticism of AAS 25 centres on the fact that the standard is virtually the same as when 
it was drafted in the late 1980s, but the industry it regulates – superannuation – and the 
entities within the industry – superannuation funds – have undergone a transformation over 
the past 15 years (Gallery, 2003). The superannuation industry has rapidly grown as a 
significant sector of the Australian economy2 with increasing concerns about fund 
accountability and performance measurement.3 Potentially adverse consequences implicit in 
these concerns raise a new sense of urgency with respect to reviewing financial reporting by 
superannuation funds.   
In some respects AAS 25 could be considered the showpiece accounting standard of its era 
because it was one of the first Australian standard to embrace the principles of the newly 
developed concept statements that formed part of the emerging conceptual framework (CF). 
AAS 25 was also the first pension accounting standard internationally to apply CF principles. 
The Australian CF was developed during the late 1980s and is modelled on the U.S. Financial 
Accounting Standard Board CF, which was developed several years earlier and implemented 
in the early to mid-1980s. The Australian CF benefited from the U.S. experience and draws 
on that experience to establish refined concept statements with respect to financial reporting 
objectives, desirable qualitative characteristics of financial information and the definition of 
elements and their recognition criteria. In 1989 the International Accounting Standards 
Committee (now the International Accounting Standards Board) published its Framework for 
the Preparation and Presentation of Financial Statements. As they were developed around 
the same time, the IASB’s Framework is substantially the same as the Australian CF. 
However, the Australian CF provides considerably more explanation and guidance, 
particularly in Statement of Accounting Concepts SAC 4 Definition and Recognition of the 
Elements of Financial Statements.  
The accounting principles embodied in AAS 25 are therefore founded on concepts have been 
applied by Australian and other standard setters for many years, and remain contemporary in 
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the international standard-setting process. It could therefore be argued that if AAS 25 is 
grounded in conceptually sound accounting principles, then those principles should endure, 
even if the entities to which they apply have structurally changed. The question then is: why 
is AAS 25 criticized for leading to ‘outdated’ and ‘irrelevant’ financial reporting if it is 
grounded in concepts that have guided accounting standard setting in Australia and elsewhere 
for more than a decade?4   
This paper addresses this question by examining whether conceptual frameworks provide 
adequate guidance for determining the nature and classification of elements in 
superannuation fund financial reports. Specifically, the prescribed accounting for 
superannuation funds in AAS 25 is contrasted with the definitions of financial report 
elements (revenue, expense, asset, liability, and equity) enunciated in SAC 4.5 This 
comparative approach is taken for three inter-related reasons. First, unlike pension fund 
accounting standards issued in overseas jurisdictions, the Australian standard is unique in 
adopting CF definitions and recognition criteria to justify its prescribed accounting treatment. 
Second, AAS 25 has wide application, covering both defined benefit and defined contribution 
plans. Standards issued in some other jurisdictions only address a declining number of 
defined benefit plans.6  Third, the recent exposure draft ED AAS 257 proposes a revision to 
AAS 25 but retains the conceptual interpretation and justification for the accounting 
treatment adopted in AAS 25. This continued support by the Australian accounting 
profession raises the prospect that the conceptual approach adopted in AAS 25 may serve as a 
benchmark for other standard setters in revising their own pension fund accounting 
standards.8 In addition, examination of AAS 25 provides a unique opportunity to analyse the 
underlying CF principles as they apply to entities structured differently from corporate 
entities, that is, superannuation funds structured as trusts.  
Our analysis suggests that differences in organisational form between corporate entities9 and 
superannuation funds has led to differences across the two types of entities in the treatment of 
liabilities and equity.10 In particular, under AAS 25 superannuation funds do not record 
equity but record a liability for accrued benefits. Employing the guidance provided in SAC 4, 
the analysis addresses the question of whether members’ accrued benefits are in the nature of 
liabilities or equity. The conceptual approach adopted in AAS 25 appears to be inconsistent 
with the guidance provided in SAC 4. Members’ interests in plan assets (accrued benefits) 
appear to be more like equity rather than a liability in nature. However, because of the lack of 
specific guidance in SAC 4 with respect to non-corporate entities it cannot be unequivocally 
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concluded that accrued benefits are an equity item for either defined contribution plans 
(DCPs) or defined benefit plans (DBPs). A consequential effect of treating accrued benefits 
as liabilities in superannuation funds is that revenues both increase assets and liabilities, and 
expenses decrease both assets and liabilities. This effect is in direct conflict with the SAC 4 
definitions which specify that revenues (expenses) either increase (decrease) assets or 
decrease (increase) liabilities.   
The failure to treat accrued benefits as equity has a number of important implications for 
users of superannuation fund financial statements. First, measures of financial performance 
and position based on reported data are distorted. Second, the recording of fund contributions 
as revenue rather than contributed equity implicitly assumes that this ‘revenue’ is taxable 
income – an interpretation currently adopted by Australian taxation authorities. These 
reporting distortions and taxation consequences can have social implications if they lead to 
sub-optimal investment and reduced retirement income.  
OVERVIEW OF AAS 25  
AAS 25 was one of the most debated and controversial accounting standards issued in 
Australia. This standard was issued in August 1990 and coincided with attempts to implement 
the equally controversial concept statement SAC 4. As SAC 4 principles were employed in 
the drafting of AAS 25, the standard provided an early test of the credibility of the CF.11  
AAS 25 (para. 13) requires each superannuation fund that is a reporting entity12 to prepare, at 
least annually, a general purpose financial report and make it available to members.  The 
standard applies to both defined benefit plans (DBPs) and defined contribution plans (DCPs). 
AAS 25 (para. 10) defines a DCP as  
… a superannuation plan where the amounts to be paid to members, if they 
were to remain members until normal retirement age, are determined by 
reference to accumulated contributions made to the plan, together with 
investment earnings thereon.   
 
A DBP is defined as  
… a superannuation plan where the amounts to be paid to one or more 
members, if they were to remain members until normal retirement age, are 
specified, or are determined, at least in part, by reference to a formula based 
on their years of membership and/or salary levels, and encompasses all plans 
other than defined contribution plans.   
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The distinguishing feature between the two types of plans is the method of determining 
benefits to be paid at normal retirement age. This distinction leads to differences in the 
measurement of accrued benefits and the prescribed reporting requirements.  
In DCPs, accrued benefits are measured as equivalent to the net assets of the plan after 
deducting all other liabilities (AAS 25, para. 49). In DBPs, accrued benefits are measured as 
the present value of expected future payments arising from membership of the plan up to the 
measurement date based on actuarial valuations (AAS 25, para. 50).13  Irrespective of the 
type of plan, accrued benefits are considered a liability of the plan (AAS 25, para. 25) 
together with other liabilities such as income tax and sundry liabilities.14 The assets of a 
superannuation plan are measured at net market values and may include: contributions 
receivable (from employers, members and any other contributors); investments of the plan, 
cash and other monetary assets; and other assets, including those which are used in the 
operation of the plan (AAS 25, para. 27). 
Revenues of a superannuation plan may include investment revenue, contributions revenue 
and other revenue (AAS 25, para. 29). Expenses of a superannuation plan may include 
benefits accruing to plan members and beneficiaries as a result of membership of the plan 
during the period, general administration expenses, expenses directly related to investment 
activities, tax expenses, and other expenses (AAS 25, para. 30). While contributions are 
treated as revenue, benefits paid (return of contributions and allocated earnings) are not 
treated as expenses in DCPs.  
Thus, unlike reporting requirements for corporate entities, AAS 25 prescribes a number of 
unique accounting treatments for superannuation funds, including the treatment of accrued 
benefits as a liability item, the treatment of contributions as a revenue item, and the treatment 
of benefits accruing to members as an expense item. Because of these treatments, no equity 
item attributable to residual claimants is recognised in the accounts of superannuation plans. 
Whether these unique treatments are conceptually sound is considered next.  
HOW DOES THE CONCEPTUAL FRAMEWORK DISTINGUISH BETWEEN 
LIABILITIES AND EQUITY? 
SAC 4 establishes a hierarchy of definitions for the elements of financial reports. Assets are 
defined in terms of economic benefits. Liabilities are defined in terms of future sacrifices of 
assets (economic benefits). Equity is defined as ‘the residual interest’ in the assets of the 
entity after deducting liabilities. Revenues and expenses are defined in terms of changes in 
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equity arising from changes in assets and liabilities (other than those relating to contributions 
by or distributions to owners). Although liabilities and equity are considered mutually 
exclusive interests of external parties in an entity’s assets (SAC 4, para. 82), equity is not 
defined independently. It is first necessary to apply the SAC 4 definition of liabilities to 
assess which types of interests in an entity’s assets satisfy that definition and those that fall 
outside the definition of liabilities are classified as equity by default.  
SAC 4 identifies two characteristics that are considered essential for a liability to exist.  First, 
a present (legal, equitable or constructive) obligation must exist, implying the involvement of 
two separate parties; the entity and a party external to the entity (SAC 4, para. 51). Second, 
the legal, social, political or economic consequences of failing to honour the obligation must 
leave the entity little or no discretion to avoid the sacrifice of economic benefits to the 
external party (SAC 4, para. 61).   
As the distinction between liabilities and equity may be obscured in practice, SAC 4 (para 95) 
identifies distinguishing factors to enable distinctions to be made. One of those distinguishing 
factors is that liabilities and equity differ in legal status of, and priority attaching to the two 
types of claims, with liabilities ranking ahead of equity.15 A second distinction is that 
liabilities are generally for a stated or determinable sum, whereas an equity claim varies in 
accordance with the profitability or otherwise of the entity’s operations. That is, equity 
holders enjoy the rewards and bear the losses of the entity’s operations.  In assuming the 
larger element of risk in a business enterprise, equity holders take the major share of 
responsibility and control of operations, whereas holders of liability securities take 
comparatively little risk and therefore have only slight or indirect control of the entity’s 
affairs (Kerr, 1989).  A third distinguishing factor is that settlement of liabilities may be 
required on demand, on a specified date, or the happening of a specified event, whereas an 
entity is not obliged to transfer assets to its owners unless there is a formal declaration to 
make a distribution, such as a declaration of a dividend, or the entity is wound up and 
remaining assets are distributed to owners.    
These distinguishing characteristics are summarised in Table 1.  
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Table 1  
 Characteristics Distinguishing Liabilities and Equity 
Distinguishing Factor Liabilities Equity 
(1) Ranking of claim to 
entity’s assets 
 
Above equity Below liabilities 
(2) Exposure to investment 
risks and  returns 
 
Low 
 
High 
 
(3) Timing of settlement of 
claim 
 
On demand, on a specified or 
determinable date, or 
happening of a specified event 
 
On liquidation of entity 
 
SAC 4 neither ranks nor details the relative importance of these distinguishing characteristics 
across different types of entities other than give a general description of how the liability and 
equity definitions can be applied to profit and not-for-profit entities. But as superannuation 
funds are profit seeking entities with mutual fund-like attributes (Cramer and Neyhart, 1980), 
differences in applying the accounting concepts of liabilities and equity to these entities are 
likely to arise vis-à-vis public companies. Differences are also likely to be evident when 
applying the concepts within funds because of the different funding arrangements between 
DCPs and DBPs.  These differences are expected to be reflected in the accounting treatment 
of accrued liabilities. 
ARE ACCRUED BENEFITS A LIABILITY OR EQUITY?   
AAS 25 treats members’ accrued benefits (in both DCPs and DBPs) as a liability of the plan 
based on the following justification (para. 25): 
Benefits which have accrued to members and beneficiaries as a result of 
membership of the plan up to the reporting date constitute a liability of the 
superannuation plan. This is because a superannuation plan has a present 
obligation to transfer assets (pay benefits) to plan members and beneficiaries 
at a future date as a result of past transactions or other past events.   
 
An alternative view is that members’ benefits are equity in that they are analogous to the 
concept of residual equity held by shareholders in commercial enterprises (Cramer and 
Neyhart, 1980). These opposing views emphasise different liability/equity characteristics in 
justifying their classification. AAS 25 emphasises the ‘settlement’ characteristic whereas 
Cramer and Neyhart (1980) emphasise the ‘ranking’ and the ‘business exposure’ 
characteristics. In an attempt to discriminate between these alternative views, the 
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classification of members’ benefits with reference to the SAC 4 distinguishing characteristics 
(Table 1) are examined and summarized in Table 2.  
Table 2  
 Characteristics of Accrued Benefits in DBPs and DCPs 
Distinguishing Factor Defined contribution plans 
(DCPs) 
Defined benefit plans  
(DBPs) 
(1) Ranking of claim to fund 
assets 
 
Below liabilities Below liabilities 
(2) Member exposure to 
investment risks and  
returns   
 
High 
 
Low 
 
(3) Timing of settlement of 
claim 
 
Retirement or 
prior unspecified date 
 
Retirement or 
prior unspecified date 
 
 
Ranking of claim to fund assets.  As superannuation funds are generally prohibited from 
borrowing (SIS Act, s.76 (1)), the amounts owed by the fund to parties other than members 
are usually relatively small and comprise accrued expenses such as fees payable to 
administrators, auditors, and other service providers.  In the event of winding up of the fund, 
all amounts owing to creditors would have to be settled before any distributions to members.  
Accordingly, members are ranked last, having the residual interest in the net assets of the 
fund in the same way as equity holders in business enterprises.   
Exposure to investment risks and returns.  In the case of DCPs, members’ benefits are 
derived from two sources: ‘capital’ contributions and investment earnings on that capital. 
Accordingly, DCP members, like corporate shareholders, bear the investment risk and enjoy 
the rewards arising from the fund’s investing activities. As a result, members’ claims cannot 
be determined independently of plan assets and liabilities.  In DBPs these risks and rewards 
reside with the employer-sponsor because members’ benefits are determined by a pre-set 
formula. The employer-sponsor agrees to provide benefits on employee retirement an 
therefore underwrites the actuarial and investment risks associated with DBPs (IASC, 1996) 
because the employer has an obligation to provide the benefits regardless of the earnings 
performance of the fund (Archibald, 1980). However, if a member cease employment prior to 
becoming eligible to receive a defined benefit, the benefit payment is restricted to the 
member’s vested benefits which typically include a return of contributions and associated 
investment earnings. Thus, like in DCPs, it is the departing member not the employer who is 
exposed to the investment risk. Where DBP members work until normal retirement their 
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accrued benefits can be likened to a fixed claim which cannot be determined precisely until 
near or on settlement date. On the other hand, DBP members leaving the fund before 
retirement are generally exposed to the same risks and rewards as DCP members.  
Timing of settlement of claim. Under SAC 4 (para 63) settlement of obligations may be 
required on demand, at a specified date or on the happening of a specific event. In both DCPs 
and DBPs, the trustees have no discretion to avoid paying benefits when they fall due on the 
specified retirement date of the employee, or earlier under certain circumstances (e.g. 
resignation, disability, death). Consistent with the SAC 4 definition of a liability, the fund has 
little or no discretion to avoid settlement. This fixed claim on settlement differs from the 
equity claim of corporate shareholders, in that fund members have a right to claim their share 
of plan assets on cessation of employment, whereas shareholders cannot demand their share 
of assets unless the company is wound up.  
The analysis reveals that both DCP and DBP accrued benefits display a liability-like 
characteristic arising from the unavoidable obligation of the plan trustees to settle claims at a 
determinable date, but they also possess an equity-like characteristic of ranking below 
liabilities in the settlement of claims.  A distinguishing feature between the two types of plans 
relates to the exposure to investment risks and returns. While DCP members are exposed to 
variability of investment performance, DBP members are not generally exposed to this 
equity-like characteristic. 
Taken together, application of the SAC 4 guidance on the liability-equity distinction appears 
to indicate that, contrary to the liability classification of accrued benefits in AAS 25, accrued 
benefits possess many equity-like characteristics. However, due to insufficient guidance in 
SAC 4, it is not possible to unequivocally classify accrued benefits as a liability or an equity 
item. In an attempt to clarify the classification issue, the AAS 25 treatment of the changes in 
accrued benefits is next contrasted with the SAC 4 treatment of revenues and expenses.  
ARE CHANGES IN ACCRUED BENEFITS REVENUES/EXPENSES? 
The SAC 4 definitions of revenues and expenses are linked to the definitions of assets and 
liabilities in that revenue increases equity and either increases assets or decreases liabilities, 
and expenses decrease equity and either decrease assets or increase liabilities.  Revenues arise 
once the entity has control over the future economic benefits (assets), provided that there has 
not been an equivalent increase in liabilities (SAC 4, para. 114).   Hence according to SAC 4, 
revenue either increases assets or decreases liabilities, but not both. 
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In contrast, AAS 25 treats revenue as increasing both superannuation fund assets and 
liabilities. That is, because AAS 25 treats accrued benefits as a liability, the effect of 
recognising revenue is to increase assets and at the same time increase liabilities (accrued 
benefits), and expenses decrease assets and decrease liabilities. These contradictory effects 
and the absence of ‘equity’ renders the SAC 4 definitions of revenue and expense inoperable 
in the context of accounting for superannuation funds.   
A further inconsistency between AAS 25 and SAC 4 is that AAS 25 (para. 25) treats 
contributions as revenue when they are more in the nature of capital amounts. As 
contributions are made by members (or on their behalf by employers), they are ‘owned’ by 
members and therefore, represent transactions with owners. Given that the SAC 4 definition 
of revenue specifically excludes ‘capital contributions by owners’, contributions to 
superannuation funds made by either members, or employers on behalf of members,16 fail to 
meet the definition of revenue. Contributions are made with the intent of earning a return on 
investment; they are therefore more likely to represent increases in equity. As noted in SAC 4 
(para. A89), where  
contributions are provided with the expectation of receiving a desired rate of 
return, and the contributor possesses rights relating to distribution of future 
economic benefits by the entity … contributions would be identified as equity.   
 
While AAS 25 treats contributions as revenue (a line item in the operating statement), 
reductions in accrued benefits in the form of benefit payments to DCP members are not 
treated as expenses. Rather, benefits paid to members are an adjustment against the ‘Liability 
for Accrued Benefits at beginning of period’ (see Note 2 to AAS 25 Appendix 1) and are in 
effect a capital adjustment.  This capital adjustment treatment is inconsistent with AAS 25’s 
liability treatment of contributions but is consistent with SAC 4’s (para 144) equity 
classification of ‘distributions to owners’ (as a return on investment or as a return of 
investment). Overall, the analysis of the AAS 25 treatment of the changes in accrued benefits 
relating to contributions and benefit payments reinforces the conclusion that accrued benefits 
are inappropriately classified as liabilities instead of equity. 
IMPLICATIONS OF MISCLASSIFICATION AND ABSENCE OF CONCEPTUAL 
GUIDANCE   
According to the CF, the objective of financial reports is to ‘provide information useful to 
users for making and evaluating decisions about the allocation of scarce resources’ (SAC 2, 
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para. 43). Given the lack of guidance in the CF about non-corporate entities it is questionable 
whether this objective is being achieved. The inconsistencies and failure to provide adequate 
guidance have a number of significant implications.   
First, an implication of treating contributions as revenue and benefits paid as an adjustment 
against the liability for accrued benefits is that the operating statement of superannuation 
funds contains a mixture of operating income and capital items.  The ‘bottom line’ reported in 
the Operating Statement of a DCP (AAS 25, Appendix 1) is termed ‘Benefits Accrued as a 
Result of Operations’.  These benefits are measured as 
the difference between revenues and direct investment, general administration, 
income tax and any other expenses incurred during the reporting period in 
generating benefits for plan members and beneficiaries (AAS 25, para.54).   
 
This bottom line amount effectively represents the fund’s net income for the period.  Two 
widely held views about the nature of income are that it is (1) an enhancement of wealth or 
command over economic resources or (2) an indicator of performance of an entity and its 
management (Storey and Storey, 1998). The first view is based on Hicks’ (1939) concept of 
income as a change in ‘well-offness’ and focuses on income as a change in the financial 
position of the entity, that is, changes in equity that result from activities other than 
transactions with owners. This ‘capital stock’ view of measuring is in contrast with the 
alternative ‘capital flows’ view where profit is measured as the difference between revenues 
and expenses (Henderson, Peirson and Brown, 1992) and focuses on the proper matching of 
those revenues and expenses (Riahi-Belkaoui, 2000). None of these views of income are 
presented by a superannuation fund’s operating statement prepared in accordance with AAS 
25 because the bottom line measures neither the change in wealth nor the operating 
performance of the fund. Exclusion of benefits paid and inclusion of contributions received 
means that the net income is not a measure of the change in wealth and therefore cannot serve 
as a useful measure of fund performance. 
Fund members, particularly those in DCPs would be interested in the financial performance 
(‘profitability’) of the fund, that is, how well investments of assets have been managed in 
generating returns to increase benefits. Assuming ‘financial performance’ is measured as ‘all 
recognised (recorded) changes in equity other than those resulting from transactions with 
owners in their capacity as owners’ (Johnson and Lennard, 1998, p. 4), then contributions 
should be excluded to avoid obscuring the plan’s financial performance.17  Furthermore, as 
trustees do not determine the rate or timing of contributions to the plan, it is inappropriate to 
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include contributions received by the DCP in the measurement of trustees’ financial 
performance.18 The bottom line of a DCP’s Operating Statement, termed ‘Benefits Accrued 
as a Result of Operations’ by AAS 25, is not a measure of a fund’s financial performance 
because it is distorted by the inclusion of capital contributions.  
Second, an implication of reporting accrued benefits as a liability rather than as an equity 
item is that financial statements produced under AAS 25 will not clearly convey information 
about the financial position of superannuation plans. Therefore a fund’s control over 
resources, its financial structure, and its capacity for adaptation and solvency will not be 
obvious. In combination with the misclassification of contributions, return on investment 
measures are not readily determinable. Ultimately these distortions hinder the ability of 
trustees to discharge accountability to members.  
Third, superannuation contributions are also treated as revenue for tax purposes.19 The 
continuing requirement of AAS 25 to account for contributions as ‘revenue’ may be 
reinforcing the taxation authority’s and government’s widely-criticised position that 
contributions represent taxable income. Contributions from members and employers are by 
nature risk capital and that essential characteristic does not change just because the 
government imposes a tax on those monies when received by superannuation funds (Reid 
2003). The treatment of contributions as taxable income for taxation purposes could also have 
provided advocates of the AAS 25 view with further justification for treating contributions as 
revenue for accounting purposes. 
Fourth, the combination of distortion in measuring financial performance and position, 
accountability concerns, and taxation consequences can have social implications if they 
contribute to sub-optimal investment and reduced retirement income. Indeed much of the 
current policy debate about the adequacy of superannuation investments to provide retirement 
incomes relates to concerns about performance measurement, governance and taxation 
issues.20   
CONCLUSION   
This paper has reviewed the application of the CF to accounting for superannuation funds. 
Employing the guidance provided in SAC 4, the analysis has addressed the question of 
whether members’ accrued benefits are in the nature of liabilities or equity. The conceptual 
approach adopted in AAS 25 appears to be inconsistent with the guidance provided in SAC 4.  
Members’ interests in plan assets (accrued benefits) appear to be more like an equity rather 
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than a liability item. However, because of the lack of specific guidance in SAC 4 with respect 
to liability/equity distinction for non-corporate entities we cannot unequivocally conclude 
that accrued benefits are an equity item for both defined contribution plans (DCPs) and 
defined benefit plans (DBPs). The recent experience with ED AAS 25 reinforces this 
conclusion in that the exposure draft retains the existing classification of accrued benefits. 
Although a number of lobbyists on ED AAS 25 identified CF-related flaws in the exposure 
draft, there was no clear consensus of views and neither the accounting profession nor the 
AASB have issued a revised version of the standard which addresses these flaws.21  
The Australian standard setters’ unprecedented decision to treat accrued benefits as 
superannuation fund liabilities is also significantly out of step with the approach to pension 
accounting taken by standard setters in other jurisdictions. In developing SFAS 35, the FASB 
grappled with the question of whether DBP members’ accrued benefits should be presented 
in financial reports as a liability or an equity interest, or excluded from the report altogether 
and disclosed as supplemental information (SFAS 35, para. 223). Widely divergent views 
were put to the FASB by lobbyists on the question of whether accrued benefits are a liability 
or equity item. These views and the lack of consensus on this question among board members 
led to the FASB’s conclusion that the issue did not need to be resolved at that time (SFAS 35, 
para. 231).22 The FASB’s decision to defer the resolution of the accrued benefits 
classification issue is likely to have been influenced by an absence of a concept statement 
defining the elements of financial reports.23 Similarly, the Canadian Institute of Chartered 
Accountants chose not to resolve the accrued benefit classification issue in issuing their U.S.-
based pension accounting standard in 1984 (CICA, 1984). The classification of accrued 
benefits did not arise as issue in the development of the U.K. pension standard because it was 
determined that information about accrued benefits is the province of actuarial reports and 
should be excluded from pension plan financial reports (ASB, 1995).  
International Accounting Standard IAS 26 Accounting and Reporting by Retirement Benefit 
Plans presents three options for reporting accrued benefits: recognition on the face of the 
financial report, disclosure in the notes, or including them in an actuarial report.  All three 
methods are acceptable under IAS 26, provided that in the latter case, the financial report 
contains reference to the accompanying actuarial report (para. 31). Although IAS 26 
acknowledges varying views on whether promised retirement benefits have the characteristics 
of a liability, and whether it is appropriate to directly compare the actuarial present value of 
benefits with plan assets, the standard does not address the accounting nature of accrued 
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benefits. By allowing three options for reporting accrued benefits, IAS 26 effectively 
accommodates each of the approaches taken in the domestic accounting standards of the U.S., 
Canada, U.K. and Australia.24
Despite the broad approach to pension fund accounting in IAS 26, the AASB has not 
included IAS 26 and AAS 25 in its 2005 international convergence program.25 The AASB’s 
justification for this exclusion is that these standards ‘… cover a topic what would be 
regarded as being purely of domestic interest, particularly in view of the substantial impact of 
domestic regulation on superannuation plans’ (AASB, 2003). The rejection of the 
international standard IAS 26 due to domestic interests is inconsistent with the AASB’s 
general strategy to adopt IASB standards and accommodate Australian legislation (e.g. 
Corporations Act) by changing the wording in the standards to allow for domestic legal 
requirements but without affecting the substance of the standards. These disparate approaches 
further highlight the absence of definitive principles in the area of the accounting for 
superannuation/ pensions entities.  
Conceptual uncertainties clearly impede attempts to address increasing concerns about 
superannuation fund accountability and performance measurement. Our analysis suggests that 
conceptual frameworks do not provide sufficient guidance in contexts outside the ‘norm’ 
where the reporting entity is neither a corporation nor a not-for-profit organisation. To 
address these uncertainties, CFs need to be updated to better reflect the current fiduciary and 
ownership relationships in superannuation/pension funds and issue a revised 
superannuation/pension fund accounting standard, which is both internally consistent and 
consistent with revised frameworks. Although the AASB has flagged AAS 25 for review by 
placing it on the Board’s work program, timing of that review has yet to be determined.26 We 
recommend that the AASB give priority to reviewing AAS 25 given the significance of 
superannuation in the Australian economy. We also urge Australian standard setters to work 
towards an international solution, as many of the conceptual anomalies identified in this 
paper are evident in the CFs and superannuation/pension fund reporting standards of the 
IASB and other jurisdictions.   
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Endnotes 
                                                 
1 Overseas jurisdictions generally use the term ‘pension’ to refer to employment-related retirement benefits, whereas 
‘superannuation’ is the term used in Australia; these terms are used interchangeably in this paper.  
2 Assets held in superannuation funds has grown from $32 billion in June 1983 to $534 billion in June 2003 (APRA, 2003).   
3 Concerns about the management and regulation of superannuation funds including inter alia disclosure by funds, motivated 
reviews by the Productivity Commission, the Senate Select Committee on Superannuation and Financial Services and the 
Superannuation Working Group during 2001.   
4  In addition to Reid (2003), AAS 25 has been criticized by Brown, Gallery and Gallery (2002), Gallery (1999, 2002 and 
2003), Gallery and Gallery (2003), Scheiwe (1993), Keith Alfredson, the former AASB chairman (see Davis, 2002; Mace, 
2003) and the Senate Select Committee on Superannuation and Financial Services (2001).  
5  The SAC 4 definitions of the elements of financial reports are essentially the same as those in the IASB Framework.  
6 See for example the U.S standard, SFAS 35 Accounting and Reporting by Defined Benefit Pension Plans.  
7 The Institute of Chartered Accountants in Australia issued ED AAS 25: Proposed Revised Australian Accounting Standard 
AAS25 Financial Reporting by Superannuation Funds in July 2001.   
8 For example, the New Zealand accounting standard FRS-32 Financial Reporting by Superannuation Schemes was 
modelled on AAS 25.   
9  The term ‘corporate entities’ is used in this paper to refer to public companies.   
10  ‘This element (equity) has been given various descriptions in financial reports.  For example, in the private sector it has 
been called equity, owners’ equity, shareholders’ equity, equity capital, capital, capital and reserves, partners’ capital, 
shareholders’ funds, proprietorship, and ownership; in the public sector it has been called equity, public equity, 
contributed equity, and government equity.’ (SAC 4, para.80)  
11 See Gallery (1999) for a comprehensive analysis of the development and implementation of AAS 25.  
12 A reporting entity is an entity in respect of which it is reasonable to expect the existence of users dependent on financial 
reports for information useful for those users’ economic decision-making needs (SAC 1, para. 40). Superannuation funds 
that are reporting entities are those that have members who are not also trustees of the fund, that is, all funds other than 
self-managed funds.  
13 Any difference between DBP accrued benefits and fund net assets at measurement date represents a surplus or deficit.  
14 Sundry liabilities may include accounts payable, borrowings, pre-paid contributions, forfeited benefits, amounts to be 
returned to employers, and amounts held as an offset to future employer contributions (AAS 25, para. 24).   
15 As ranking of claims can generally only be made by reference to their legal status, legal considerations play a major part 
in assessing whether a claim should be classified as a liability or equity.    
16 Employer contributions to superannuation funds are contributions made indirectly by members (or the ‘contributors’) as 
they represent employee entitlements. That is, the superannuation contributions made to the fund by the employer are a 
substitute for wages that would have otherwise been paid to employees.  
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17 Cramer and Neyhart (1980) similarly argue that commingling income with other unrelated changes in plan assets 
(contributions and benefit payments) in a statement of changes in net assets available for benefits obscures the plan’s 
operating performance.   
18 Regardless of whether accrued benefits are classified as liabilities or equity, contributions represent capital amounts that 
are deposited with the DCP, and returned to members (intact or otherwise) when they become entitled to payment. 
19 As per the Income Tax Assessment Act (Pt. IX).   
20 For example, see Senate Select Committee on Superannuation and Financial Services (2001).   
21 Subsequent to closure of the comment period on the exposure draft in November 2001, the ICAA submitted a revised 
version of AAS 25 to the AASB for consideration. To date the AASB has not indicated intentions with regard to the 
ICAA submission.   
22 Contrary to Klumpes’ (1994, p.145) claim that the Australian standard setters followed the FASB’s approach to SFAS 35 
in treating accrued benefits as a liability of the pension fund, the FASB had not made a decision on this issue.   
23 SFAS 35 was issued in 1980 and the Statement of Financial Accounting Concepts No.6 Elements of Financial Statements 
was issued in 1985.  
24 It is interesting to note that, of the four countries, only the Australian accounting standard (AAS 25) has mandatory status.  
The U.K. SORP 1 and Canadian Section 4100 are recommended practice statements only, and the U.S. SFAS 35 is 
mandatory only if the pension plan purports to prepare financial statements in accordance with generally accepted 
accounting principles.  
25 In July 2002 the AASB oversight body (the Financial Reporting Council) announced that Australia will adopt IASB 
standards by 1 January 2005.   
26  See ‘Australian Accounting Standards Board Work Program for the coming year as at July 2003’ at 
http://www.aasb.com.au/workprog/aasb_workprog.htm.   
